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On the other hand, banks located in the same city with the real estate may
give reasonable consideration to the collateral value of the certificates, par-
ticularly if they know the lessee favorably.
5.  Opportunities for appreciation in the principal of the investment are
usually limited to the amount of the redemption premiums, if any.   Even
such profit to the holder of the certificates is unwanted.   If the option to
buy the fee is exercised and the certificates are purchased at a premium, it
would be only at a time when the owners would prefer to retain their
investment.   While the certificate owners collectively own the land, any
increments in site value that may accrue are usually absorbed by the lessee
because his long-term lease is usually renewable.   It is always possible of
course to arrange the renewals at higher rentals than the original lease.   But
since, where land trust certificates are used to finance the fee, the owner who
arranges for the lease does not think in terms of its future rentals, the like-
lihood of graded rentals is not so great as if the original lessor expected to
retain ownership of the fee.
6.  In view of the preceding limitations the real test of the investment
status of land trust certificateg is the earning capacity of the lessee.   In this
respect these certificates are like high-grade bonds or any other investment
securities.   Income to the certificate holders is dependent upon the rentals
received from the lessee which are, in turn, dependent upon his earning
capacity.   If he is successful, he will undoubtedly pay his rent as contracted
for.   If he is unsuccessful, he cannot pay the contract rent indefinitely.
In case of his default, several possibilities are open to the trustee and the
holders of the certificates.   None of them assure a continuation of the
amount of return agreed upon in the original lease.   A compromise may be
effected by which the rent is reduced, either temporarily or permanently. '
The lease may be canceled, and a new lease may be made with another lessee.
Or the owners of the land trust certificates may authorize the cancellation of
the lease, and then they may undertake to operate the property for their own
account.   Since there is always the probability that a default on the part of
the original lessee is due to adverse economic conditions, or even to a mistake
in the location of the building, the chances of getting more from the use of
the property from some other source than the original lessee are not too good.
The best protection for the holders of the land trust certificates lies in the
continued earning capacity of the original lessee.
QUESTIONS AND SUGGESTIONS
1.  What are the methods of financing railroad equipment?  What differentiates
rolling stock from other railroad capital, as far as its financing is concerned?
2.  Who holds legal title to the equipment under the Philadelphia plan?  What rights
has the railroad company under this plan?
3.  What obligations does the railroad company assume?
i When, if ever, does the railroad company become the owner of the equipment?